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Executive Summary

This report is about The Continental Hotel and its budget plan. 
Continental Hotel is situated in London, operated with 150 rooms which charged £250 per night, and attracts its customers with the excellent quality restaurant. 
The paper cover in its introduction 5 steps that an organisation should follow for a business plan, and then debates the zero-budgeting business plan, its advantages over traditional budgeting plan, and the steps that organisation should follow to introduce this plan nice and smoothly. 
In the conclusion there are stated advantages and disadvantages of zero-budgeting plan, and at the end, The Continental Hotel’s budget calculation and developed in few words, calculations that are sustained with an Excel sheet. 
At the very end of the report a reference list is also provided to support the evidence of the research. 
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1. [bookmark: _Toc341883014]Introduction
A budget is a plan for finances usually set up for 12 months. Companies that make a budgeting plan should consider what income they expect every month for the period they plan the budget. And consider what amount of money are going out and for what are they used for. 
Budgeting is important for a company because it helps set a clear target and expectations for future, when you need to make a loan for investment a budgeting plan is very important, as the bank for example will want to know what you are spending the money on, finance team will get involved more with the other teams  and they notice what finance priorities are there, as a budgeting plan is about all sectors in a company. (Bailey, 2021)
To create a budget plan, every company must follow at least 5 steps, there can be more than 5 steps if the company is big or depending on the type of budgeting chosen. 
1. Determine monthly income- is vital for the plan as this is the monthly amount where the company is going to exclude monthly payments from. It must be realistically considered, because a bigger amount can put net cashflow that month at risk. 
2. Determine monthly expenses- it must be even more realistically considered than monthly income, because a less realistic determined expense can also put net cashflow at risk. If the company is big, data research on all departments will be very useful to take a realistic picture of how much must be paid where every month. 
3. Choose the budget plan- most companies choose to use zero-based plan or traditional budgeting plan, but there are many more plans to use. 
4. Adjust your habits- the reason why a budgeting plan is made is to help the company to control finances, and after that, they will quickly identify that money are going out unnecessary because they will have a whole picture of it. When this happens, the company must determine which are the areas that can operate under lower costs, and if there are other areas that needs increased budget to operate better. (Union, n.d.)
5. Put the plan into action- show the plan to responsible person, usually registered manger, or owner, ask if it can be approved, and then do the adjustments that has to be done to help the company’s finances. 
2. [bookmark: _Toc341883015]Zero Based Budgeting

[bookmark: _Toc341883016]2.1 Zero-based budgeting
Zero-based budgeting plan is defined as a management tool to control a company’s finances, where the organization prepares current year budget, from example starting from zero, not considering the past budget or achievements. (Management, 2022)
It was developed in the 1069’s by Peter A. Pyhrr, but companies recently developed an interest in zero-based budgeting because they can have a clear way to see business goals and cost effectiveness. (Tools, n.d.)
Zero-based budgeting if more efficient because the company’s expenses and financial necessities are reviewed on a regular basis (best practice is to review them monthly) instead of cutting and increasing financial costs from previous year’s budget. 
[bookmark: _Toc341883017]2.2 Advantages of Zero-based budgeting over Traditional Based
The budgeting plans that companies usually use are zero-based and traditional budgeting. In the following, the report will define what traditional budgeting is, and its advantages and disadvantages over zero-based budgeting plan. 
Traditional budgeting is defined as a process that protects an organization’s revenue and expenses for the following year, based on what the previous year’s budget was, and it gives a template to justify these predictions. (Blakely-Gray, 2018) In other words, traditional budgeting gives a picture of yearly budgets and finances, works along with previous year’s amounts, and justify finances and expenditures over 12 months and rank business’s activities according to their importance. Current year’s budget is prepared by making changes in the previous year’s budget and adjusting expenses based on customer demand, marketing, inflation rate and so on. (Management, 2022)
Z-based budgeting plan justify finances and expenditures month by month and give the opportunity to adjust this monthly. It starts from zero at the beginning of the year, and expenses are made and changed by every month’s budget. This practice gives company the security of not being in liability at the end of the year by making to many payments. 


ADVANTAGES OF ZERO-BASED BUDGETING OVER TRADITIONAL BUDGETING:
· Zero-based budgeting is decision orientated; weather traditional budgeting is accounting orientated. (Clear, 2022)
· In zero-based budgeting cost and benefits are required to be justified, where in traditional budgeting this is not required at all. 
· Zero-based budgeting follows a straightforward approach, where traditional budgeting can be manipulated, so the result looks more attractive. (Patriot, 2018)
· When going for a zero-based budgeting, it easy to eliminate current expenses or add new ones and is more flexible, as it is a creation from the ground. In traditional budgeting it is difficult to modify budget components. 
· Zero-based budgeting helps business to assess if each department is appropriately funded each month, with traditional budgeting companies can do that only at the end of the year. (Bank, 2021)

[bookmark: _Toc341883018]2.3 How the Organisation Might introduce Zero-based Budgeting
The most appropriate time to introduce a zero-based budgeting is at the beginning of the year, starting from zero. However, if a company plans to introduce this plan, they must consider it through out the previous year. 
When decided to implement a zero-based business plan, the organisation must implement its goals also, and what they want to achieve by this, i.e., invest in departments that are not as strong as the others, manage finances in more depth, or have a detailed picture of where the money goes to. Equipment, technology and if required training for who is responsible for this plan must also be considered, as zero-based plan is more time consuming. Usually, companies use Excel for a zero-based plan. 




STEPS TO INTRODUCE ZERO-BASED BUDGETING:
· Clear achievement: research and department consultation are the main way in making a clear achievement with zero-based plan. (Serven, 2021)
· Clear list of monthly income: this can be done by looking at previous year’s budgeting plan, but marketing and other changes in income must also be considered. 
· Clear list of monthly expenses: at this stage, monthly payments like utilities, wages, suppliers, insurance, and so on, must be calculated and an average amount of money must be kept just in case, for unexpected needs. 
· Subtracts income from expenses to equal zero: if there are money left after this operation, that amount can than be invested in departments that needs them. (Solutions, 2022)
· Make a new monthly budget: previous month budget can be followed, but with consideration of other expenses or change in income, which must be updated for that month. 
3. [bookmark: _Toc341883019]Conclusion
In conclusion, a zero-based plan has advantages and disadvantages:
	ADVANTAGES 
	DISADVANTAGES

	OPERATING EXPENSESS JUSTIFICATION
Managers must think about where every spent penny is going to and consider which department is getting revenue from those money
	RESOURCE INTENSIVE
It takes more time and effort. Some critics states that the benefits do not justify the times cost. 

	KEEPS LEGACY EXPENSES IN CHECK
Not checking these expenses can take the company in an economic shock, so zero-based budgeting can prevent this. 
	MANIPULATED BY SAVVY MANAGERS 
It can lead to a decrease spirit of cooperation in the organisation, 


(Team, 2021)
Even if the process is more time consuming, it worth the effort because it avoids financial decrease and loss of money. 




4.Budget Calculations
The Continental Hotel is situated in London, operates with 150 rooms, charges £150 per room every night, and attracts its customers with the excellent quality restaurant that it has. To make a budget plan from January 2022 to December 2022, the organisation chooses zero-based budget planning.
Apart from the income that company receives from the rooms, they charge guests for mini bar which gets in the company’s account an amount of £6,800 every month. The organisation also receives monthly interest of 2% when it has a positive balance on the previous month. Looking at this data, the annual income at the end of 2022 is estimated to be £714,219.
An estimated cost of the total expenses at the end of 2022 will be £139.580. After deducting all expensed from yearly income, the company has a yearly balance of £574,639, money that were invested in departments, after calculating the net cashflow for the month in progress. 
[bookmark: _Toc341883020]
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